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The RMB Carry Trade Based on Taylor Rule
Xiong Heping, Qiao Keqin and Jiang Yong

(Economics and Management School, Wuhan University )
Abstract: This article use Taylor rule to predict the exchange rate since the exchange rate reform,
and construct a simulated RMB/USD carry trading strategy based on various forecasting models. By
the indicators such as risk—adjusted returns, maximum retracement rate and return skewness, we
examine the profitability of each trading strategy. The empirical results show that these carry trade
strategies which base on RMB can obtain significant returns, while the carry trade based on Taylor
rule predicts better returns, which surpasses the performance of the random walk model as a
benchmark for comparison. After considering the influence of time—varying factors which can not
be observed directly in economic fundamentals, the degree of improvement in the return of the
carry trade is particularly obvious. This provides a new perspective for comparing and weighing the
predictive power of related exchange rate models. In addition, this article compares the return
performance of RMB carry trade in the onshore market and offshore market, showing that it is
necessary to improve financial supervision and take appropriate control measures on the capital
account in the process of RMB interest rate marketization.
Keywords: Carry Trade, Capital Control, Uncovered Interest Rate Parity, Taylor Rule
JEL Classification: F31,G15

(WSR3 R

151



